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This is our final report on the Audit of Plant Clearance
Action on Government-Owned Property in the Possession of Defense
Contractors for your information and use. Comments on a draft of
this report were considered in preparing this final report. We
made the audit from August 1988 through May 1989. The audit
objectives were to determine whether contractor disposal actions,
and the Government plant clearance officers' review of such
actions, resulted 1in excess Government-owned property being
disposed of in a manner that was most beneficial to the
Government. We also reviewed the internal controls applicable to
the plant clearance function. During the 12-month period ended
June 30, 1988, Government plant clearance officers reported that
$1.2 billion in excess Government-owned property was processed
through 28,013 plant clearance cases.

Excess Government-owned property at contractor locations was
not properly screened for reutilization through the Contractor
Inventory Redistribution System. Proceeds from contractor
conducted sales of Government-owned property were not verified as
required by the Defense Federal Acquisition Regulation Supplement
(DFARS), and property identified to <closed and completed
contracts was retained at contractors' facilities. The results
of the audit are summarized in the following paragraphs, and the
details, audit recommendations, and management comments are in
Part II of this report.

Excess Government-owned property at some contractor
locations was not screened for reutilization in accordance with
procedures established in the DFARS, asset availability
notifications were not sent to the appropriate Integrated
Materiel Manager (IMM), and some IMM's lacked adequate review
~rocedures. As a result, we estimated that over $143 million in



excess Government-owned property was not reviewed to fill DoD
supply systems' requirements and about §17.3 million could have
been reutilized. We recommended that the Assistant Secretary of
the Army (Research, Development and Acquisition) and the
Assistant Secretary of the Navy (Shipbuilding and Logistics)
require that field contract administration activities follow
DFARS plant clearance procedures. We also recommended that the
Assistant Secretary of Defense (Production and Logistics) develop
an automated plant clearance reutilization process and require
that formal procedures be developed for DoD IMM's to follow when
processing excess reports (page 3).

Proceeds from the disposition of Government-owned property
were not adequately verified Dby responsible Government
personnel. At eight of nine 1locations visited, proceeds from
periodic sales and a contract termination action wvalued at
$13 million and $4.3 million, respectively, were not verified.
Consequently, there was no assurance that proceeds due the
Government were received and properly accounted for. We
recommended that the Military Departments and the Defense
Logistics Agency (DLA) provide plant clearance officers with
adequate training to verify that sales proceeds due the
Government are received and emphasize the need for witnessing
sales and verifying contractor inventory schedules. We also
recommended that DLA verify that proceeds due the Government from
the termination of the Division Air Defense Gun System (DIVAD)
contract are accounted for, follow up on the reported retail
store operation to verify that Government property is no 1longer
sold in the contractor's store, and verify that erroneous
accounting entries cited are corrected. We also found that a
Navy command was augmenting operating funds through credits
obtained from the turn in of plant clearance inventory.
Additional work is being done on this subject, and a separate
report will be issued (page 9).

Unnecessary storage costs were incurred because Government-
owned property for completed and closed contracts was being
retained at contractor 1locations. At 1 contractor 1location,
$31.5 million in Government-owned property was stored under
44 closed contracts that dated back to the 1950's. Our review of
60 additional contracts, awarded during the 1960's and 1970's,
showed that about $286 million in Government property was stored
under 18 contracts that were either closed or completed. Also,
"no-cost" storage agreements, which were prohibited from use in
November 1986, were still in effect. As a result of storing
unneeded property, the Government may incur unnecessary storage
costs of an estimated $28.6 million a year. We recommended that
the Assistant Secretary of Defense (Production and Logistics)
require the Military Departments and Defense Logistics Agency to
periodically inspect field contract administration activities to
verify compliance with the November 1986 DoD policy on decisions
to store Government property. We also recommended that the
Military Departments and DLA review contracts with Government
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property awarded prior to fiscal year 1980 and initiate
appropriate plant clearance actions on unneeded Government
property (page 17).

The audit identified internal control weaknesses as defined
by Public Law 97-255, Office of Management and Budget Circular
A-123, and DoD Directive 5010.38. Controls were either not
established or were ineffective to ensure that excess Government-
owned property was screened through the DoD reutilization process
and that proceeds due from the disposition of Government property
were received and properly accounted for. Recommendations A.l.,
A.2., B.l1., and B.2., if implemented, will correct the internal
control weaknesses. The senior officials responsible for
internal controls within your Department or Agency are being
provided a copy of this final report.

This report identifies estimated monetary benefits, cost
avoidances, of $45.9 million (Appendix J). We estimated that
monetary benefits of $17.3 million could be achieved by
automating the excess property reutilization system and
developing formal procedures at DoD IMM's to recover excess
property from contractor locations (Recommendation A.2.). We
estimated that monetary benefits of $28.6 million could be
achieved by ensuring that plant clearance actions are promptly
taken on closed and completed contracts and avoiding unnecessary
storage costs (Recommendation C.l.).

On October 4, 1989, a draft of this report was provided to
the Assistant Secretary of Defense (Production and Logistics);
the Assistant Secretary of the Army (Financial Management); the
Assistant Secretary of the Navy (Financial Management); the
Assistant Secretary of the Air Force (Financial Management and
Comptroller); and the Director, Defense Logistics Agency.
Comments on the draft report were received from the Assistant
Secretary of Defense (Production and Logistics) on December 6,
1989. Comments from the Director, U.S. Army Contracting Support
Agency, Office of the Assistant Secretary of the Army (Research,
Development and Acquisition), were received on December 13, 1989;
the Assistant Secretary of the Navy (Shipbuilding and Logistics)
on January 18, 1990; the Deputy Assistant Secretary of the Air
Force (Acquisition Management and Policy) on December 15, 1989;
and the Comptroller, Defense Logistics Agency, on December 11,
1989. Management comments are summarized below, and the complete
texts are provided in Appendixes E through I.

The Assistant Secretary of Defense (Production and
Logistics) concurred with Recommendation A.2.a., agreed to
implement an automated reutilization system for plant clearance
inventories by October 1990, and stated that the estimated cost
avoidance of $22.3 million cited in the draft report was
$5 million higher than he estimated. We have accepted this
revised $17.3 million estimate and have revised our estimated
monetary benefits accordingly. The Assistant Secretary concurred
with Recommendation A.2.b. and stated that procedures for the
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IMM's will be developed in conjunction with the new automated
system. The Assistant Secretary concurred with Recommendation
C.l. to monitor the implementation of the Under Secretary of
Defense for Acquisition (USD[A]) November 1986 policy initiatives
on Government property. A DoD Inspector General audit on these
initiatives has been requested and is scheduled for fiscal year
1990. This audit will assess the need for additional follow-up
action. The Assistant Secretary also stated that the claimed
monetary benefits of $28.6 million in Finding C. appeared high,
but a better -estimate could not be provided. We based our
estimate on a study performed by one contractor since no other
data were available. Management comments and actions are
responsive and additional comments from the Assistant Secretary
to the final report are not required. The information on
Government property assigned to completed and closed contracts,
which was developed during this audit will be provided for
analysis as part of the requested audit.

The Director, U.s. Army Contracting Support Agency,
concurred with Recommendations A.l1., B.l., and C.2. The
Director stated that a memorandum would be sent to the Army
Materiel Command by December 29, 1989, requesting that
contract administration activities comply with these
three recommendations. Action is <considered responsive and
additional comments from the Army are not required.

The Assistant Secretary of the Navy (Shipbuilding and
Logistics) concurred with Recommendations B.l1. and C.2.. and
corrective actions are being taken. Concerning Recommendation
A.l1., the Assistant Secretary concurred that property at some
Navy contractor locations was not screened and reutilized through
CIRS, but believes that the alternate screening and reutilization
procedures being used are more effective. An exception to the
required DoD procedures is being requested. We request that the
Navy coordinate its procedures with the automated plant clearance
system being developed and discussed in the Assistant Secretary
of Defense (Production and Logistics) response to this report and
provide additional comments on Recommendation A.l. in response to
this report.

The Deputy Assistant Secretary of the Air Force (Acquisition
Management and Policy) partially concurred with Recommendation
B.l1. and Air Force instructions on maintaining suspense records
for sales of Government-owned property are being revised.
Concerning the tracing of proceeds through contractor's records,
the Deputy Assistant Secretary stated that if the plant clearance
officers require help, contract audit assistance should be
requested. The management comments are responsive and additional
comments on this recommendation are not required.

The Comptroller, DLA, nonconcurred with Recommendation B.1l.
concerning maintenance of suspense records, verifying inventories
and proceeds, and witnessing sales and stated that the existing
regulatory requirements ensure that these functions are being
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accomplished. Our tests found that these requirements were not
being followed and additional emphasis was required. The
Comptroller, DLA, nonconcurred with Recommendation B.2.a. to have
the Defense Contract Administration Plant Representative Office
(DCASPRO) at Newport Beach, California, verify $4.3 million in
sales proceeds from the termination of the Division Air Defense
(DIVAD) weapon system. DLA stated that the Termination
Contracting Officer (TCO) was responsible for verifying the sales
proceeds from termination inventories. We do not dispute who was
responsible for verification, but request that DLA verify that
the Government received the $4.3 million. At the time of our
audit, the contractor's records showed that only $217,973 was
credited to the termination account while the TCO's records
showed that $4.5 million was derived from proceeds of plant
clearance inventories.

The Comptroller, DLA, concurred with Recommendation B.2.b.
to stop Rockwell International Corporation from selling
Government-owned property in a company-owned retail store and
Recommendation B.2.c. to have Ford Aerospace Company correct the
$99,512 accounting error detected during the audit. Actions
taken on Recommendation B.2.c. are responsive and no further
action is required. Although DLA concurred with Recommendation
B.2.b., the action taken is incomplete. DLA has stopped the
contractor from selling excess DoD Government property in the
retail store, but has permitted the company to continue selling
National Aeronautics and Space Administration (NASA) Government-
owned property based on permission received by Rockwell
International from the NASA Johnson Space Center. The Defense
Contract Administration Services Region (DCASR), Los Angeles, has
responsibility over contracts administered at Rockwell
International as well as all Government-owned property supplied
by the Government. DCASR, Los Angeles, should follow the Defense
Federal Acquisition Regulation Supplement (DFARS) in
administering the Government-owned property at Rockwell. DFARS
does not permit retail sales of Government property by
contractors. We are asking DLA to either have Rockwell
International discontinue selling Government-owned property
through the retail store operation or obtain a waiver from this
regulatory requirement. DLA is requested to reconsider its
position on Recommendations B.l., B.2.a., and B.2.b. and provide
additional comments in response to the final report.

The Deputy Assistant Secretary of the Air Force (Acquisition
Management and Policy) and the Comptroller, DLA, partially
concurred with Finding C. concerning Government property on
completed and closed contracts. Individual contracts cited in
the audit report are being addressed and corrective action
taken. The Air Force and DLA nonconcurred with Recommendation
C.2. to review contracts with Government property assigned that
were awarded prior to 1980 to ensure that appropriate plant
clearance action has been initiated on unneeded property. Both
the Air Force and the DLA cited the extensive efforts taken in
response to the November 1986 USD(A) memorandum on Government



property initiatives. The report recognizes the actions taken at
the time and the significant quantities of excess property
jdentified. However, DoD Property Accountability Reports show
significant amounts of property assigned to older contracts, some
of which are categorized as completed or closed. DoD property
policies provide for review and justification for the retention
of Government property not currently needed. The review of older
contracts addressed in Recommendation C.2. is intended to provide
management emphasis where these reviews would likely be most
productive. The Air Force and DLA are requested to reconsider
their responses to this recommendation and provide additional
comments in reply to this report.

DoD Directive 7650.3 requires that all audit recommendations
be resolved within 6 months of the date of the final report.
Therefore, final comments on the unresolved issues in this report
should be provided within 60 days of the date of this memorandum.

The courtesies extended to the audit staff are
appreciated. If you have any questions on this audit, please
contact Mr. Charles Hoeger or Mr. Pat Golden on (215) 952-3881
(AUTOVON 444-3881). A list of the Audit Team Members is in
Appendix L. Copies of the final report are being provided to the
activities listed in Appendix M.

o

Edwayd R. Jones
Deputy Assistant Inspector General
for Auditing

Enclosure

cc:

Secretary of the Army
Secretary of the Navy
Secretary of the Air Force
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PART 11 - FINDINGS AND RECOMMENDATIONS

A. Reutilizing Excess Government-Owned Property

FINDING

Excess Government-owned property at contractor locations was not
screened and _ reutilized through the Contractor 1Inventory
Redistribution System (CIRS), as required by the Defense Federal
Acquisition Regulation Supplement (DFARS). This occurred because
Government plant clearance officers did not include all items of
excess inventory in the reutilization process; the Defense
Reutilization and Marketing Service (DRMS), the Government
activity responsible for the reutilization process, did not send
asset availability notifications to the appropriate Integrated
Materiel Managers (IMM's); and some 1IMM's lacked adequate
procedures to review the asset notifications. We estimated that
over $143 million in excess Government-owned property was not
reviewed to fill supply system requirements and about
$17.3 million could have been recovered and reutilized by DoD
IMM's.

DISCUSSION OF DETAILS

Background. A primary objective of the plant clearance
function 1is to reutilize Government-owned, contractor held
property that is excess to contractual requirements. Government-
owned property in the possession of contractors either is
supplied as Government Furnished Property or 1is acquired by
contractors at the Government's expense. The plant clearance
process starts with contractor notification of excess property
provided on contractor prepared inventory schedules. Government
plant clearance officers supervise the disposition of excess
property. Part of the plant clearance process is the
reutilization of property through the CIRS. The requirement and
selection criteria for screening excess items through the CIRS
are contained in the DFARS, subpart 45.608.70. Items selected
for CIRS screening are serviceable or usable items that have a
national stock number with an extended line item acquisition
value in excess of $50 or that do not have a national stock
number, but have an extended line item acquisition value of more
than $500.

The Defense Logistics Agency (DLA) initially developed CIRS in
1978 to facilitate the reutilization of excess Government-owned
property in the possession of Defense contractors. CIRS is a
semiautomated process, but the data products require manual
review by recipients. Until 1986, CIRS was operated by the
Defense Industrial Plant Equipment Center (DIPEC) in Memphis,
Tennessee, but in March 1986, the responsibility for CIRS was
transferred to the DRMS in Battle Creek, Michigan.



Under CIRS, Government plant clearance officers send reports of
excess property to the DRMS. The DRMS verifies that items
submitted meet the prescribed cost and condition criteria, and
that they are 1identified by national stock numbers or
manufacturer's part numbers. Then, the DRMS notifies DoD IMM's
of existing excess property. This notification 1is done by
distributing weekly catalogs that contain all items available in
a given week and by sending each DoD IMM an edited list of
catalog items that specifically pertain to the respective
IMM's. IMM's, upon identifying a need for a cataloged item,
requisition the item through DRMS.

Screening of Excess Property. Of the 53,000 reported line
items valued at about $280 million and cataloged by DRMS in the
CIRS during fiscal year 1988, DoD IMM's requisitioned 9,000 items
valued at $41 million. Based on acquisition wvalue, this
represents a reutilization factor of about 15 percent. We found
that some field contract administration activities were not using
CIRS and that the CIRS screening process caused excess asset
reports to be provided to the incorrect IMM's. As discussed
below, we estimated that about $143 million of excess property
was not reviewed to fill supply system requirements in fiscal
year 1988. Based on our tests, we originally estimated that
about $22.5 million of these assets could have been recovered and
reutilized. As a result of comments to the draft report from the
Assistant Secretary of Defense (Production and Logistics) we have
revised our estimate to $17.3 million.

Field Activities' Use of CIRS. Of the nine contract
administration field activities visited during the audit
(Appendix A), we found that four were not using CIRS to reutilize

Government-owned property. During fiscal vyear 1988, the
4 locations processed 3,007 plant clearance cases, With a
collective acquisition wvalue of $72.4 million. The DFARS,

subpart 45.608.70, requires plant clearance officers to screen
excess inventory through CIRS.

Plant clearance officers were not screening excess inventory
through CIRS because they were unaware of the DFARS requirement;
they believed that the excess inventory was unique and other DoD
activities would not have any need for it; and, at one Navy
activity, the excess materiel was turned over to another
contractor for alternate screening.

We analyzed 40 plant clearance cases at the 4 locations that were
not using CIRS. These 40 cases involved 20,472 line items valued
at $21,282,300. We found that 17,607 1line items valued at
$13,318,400 (63 percent) qualified for CIRS screening. Based on
this analysis, we estimated that $45.6 million (63 percent) of
the $72.4 million at these locations should have been subjected
to CIRS screening. Based on the 15-percent reutilization rate
reported by DRMS, about $6.8 million of the $45.6 million would



have been claimed by DoD Components. DoD plant clearance reports
indicated that when items were not reutilized, they were sold as
scrap at about 3 percent of the acquisition value.

Notifying IMM's of Excess Inventory. DRMS publishes weekly
catalogs of excess inventory reported by plant clearance
officers. The catalogs, which are manually prepared, are sent to
about 880 potential users, including IMM's at the Army, Navy, Air
Force, and DLA who are responsible for wholesale materiel
management of designated items of supply. Each catalog contains
about 1,000 line items, making the review of the catalog labor
intensive and time consuming. To lessen the time needed to
review the excess asset reports at the IMM's, DRMS
telecommunicates asset data to each IMM for the items that it
manages.

We found that a programming flaw caused the card images of excess
items to be transmitted to the wrong IMM. We reviewed the
997 asset notifications published in the DRMS' February 6, 1989,
catalog to ascertain if DRMS sent the notifications to the
applicable IMM's. We determined which IMM's were designated as
the DoD supply source from the Catalog Management Data File
maintained by the Defense Logistics Services Center (DLSC). Our
test of the 997 items, identified by national stock number,
showed that the appropriate IMM's were not notified of asset
availability on 544 (55 percent) of the items. Because of the
time needed to review the catalogs, responsible personnel at
IMM's did not review them. Instead, they relied on the card
image asset notifications transmitted by DRMS. Statistics for
fiscal year 1988 show that DRMS cataloged 53,000 items valued at
$280 million. With 55 percent of the items misdirected, about
25,000 items valued at $97.9 million were not reviewed. Based on
the 15-percent reutilization rate, about $14.7 million may be
saved each year once the programming problem is fixed.

None of the asset notifications in our test were sent to Army
IMM's. This occurred because DIPEC and the Army could not agree
on the way asset notification data would be transmitted. The
disagreement occurred while the CIRS operation was at DIPEC in
Memphis, Tennessee. The transfer of the CIRS program function to
DRMS, Battle Creek, Michigan, resulted in a complete turnover of
personnel. Personnel at DRMS were unaware of the disagreement
with the Army until it was disclosed during our audit work. DRMS
personnel assured us that corrective action would be taken to
transmit asset notification data to the appropriate Army IMM's.
Of the 544 test items that were misdirected, Army IMM's managed
55 items valued at $123,000.

DRMS personnel interrogated the DLSC data base to determine the
correct source-of-supply for items to be included in CIRS;
however, the computer program at DRMS that created the card
images and directed the transmission of asset notification data
was changing correct addresses to incorrect addresses. As shown
in Appendix B, this problem affected DLA managed items more than



Military Department managed items. Because the assigned IMM's
were most likely to recognize needs and requisition items offered
by CIRS, this condition resulted in reduced potential
reutilization of excess assets. Based on our audit, the DRMS and
the Defense Logistics Agency Systems Automation Center began a
joint effort to research and correct the programming error.

Review of CIRS Data by IMM's. IMM's, upon receipt of CIRS
asset availability notifications, are responsible for determining
if requirements exist for items offered. We visited six IMM's
and reviewed procedures used to examine asset notifications that
were sent by DRMS.

We reviewed actions taken on 237 catalog items with an
acquisition wvalue of $1.8 million that were published in the
4 CIRS catalogs issued during February 1989 (catalogs 637
through 640). Our test included catalog items with an
acquisition value of $1,000 or more that were in Al condition
(serviceable, usable without qualification, unused, good) or in
A4 condition (serviceable, issuable without qualification, used,
good). We identified 120 catalog items with an acquisition value
of $962,900 that the IMM's should have requisitioned
(Appendix C). Of the 120 items, the IMM's did not requisition
90 items valued at $779,400. At the same time, IMM's had
$162,568 in outstanding procurements for the same items. Our
criteria for determining that IMM's should have requisitioned
items were based on the line item retention limit as defined in
DoD Directive 4100.37, "“Retention and Transfer of Materiel
Assets," May 24, 1988. Based on information provided during our
review, the IMM's should have taken action to requisition the
90 line items.

There were no formal procedures in effect at the IMM's for
reviewing CIRS data. Informal procedures that IMM's used to
review CIRS data differed. Army IMM's did not review anything
since they did not receive automated asset notifications. Navy
IMM's did only partial reviews of CIRS data, apparently based on
limited resources, but generally requisitioned few items. The
Air Force IMM's actively reviewed the asset notifications and,
where appropriate, requisitioned items. DLA used the DoD
Materiel Returns Program procedures as a means of mechanically
screening for requirements. A summary of our test results is
contained in Appendix C.

RECOMMENDATIONS FOR CORRECTIVE ACTION

1. We recommend that the Assistant Secretary of the Army
(Research, Development and Acquisition) and the Assistant
Secretary of the Navy (Shipbuilding and Logistics) require field
contract administration activities to follow the Defense Federal
Acquisition Regulation Supplement requirements and wuse the
Contractor Inventory Redistribution System in the plant clearance
process.



2. We recommend that the Assistant Secretary of Defense
(Production and Logistics):

a. Develop an automated plant clearance reutilization
process for reporting excess property at contractors' locations
to facilitate the identification and recovery of property by
Integrated Materiel Managers.

b. Require that formal procedures be developed for DoD
Integrated Materiel Managers to follow when reviewing Contractor
Inventory Redistribution System asset notifications of excess
contractor inventory.

MANAGEMENT COMMENTS

The Director, U.S. Army Contracting Support Agency, concurred
with Recommendation A.l1. and stated that a memorandum would be
sent to the Army Materiel Command by December 30, 1989,
requesting contract administration activities to comply with the
recommendation.

The Assistant Secretary of the Navy (Shipbuilding and Logistics)
concurred that property at some contractor locations was not
screened and reutilized through the CIRS, as required by the
DFARS. However, Supervisor of Shipbuilding and Repair (SUPSHIP)
activities have found that, in the past, alternative screening
and reutilization programs have proven more effective than the
CIRS program. The Consolidated Residual Asset Management Program
(SCRAMP) deals with excess outfitting materiel from shipbuilding
and conversion programs and provides for reutilization of
materiel. Other materiel is processed through the Intra-Fleet
Supply Support Operations Team (ISSOT) program. The Assistant
Secretary stated that since this is not fully in accordance with
the DFARS, action is underway to obtain authorization to continue
this method of plant clearance and reutilization.

The Assistant Secretary of Defense (Production and Logistics)
concurred with Recommendation A.2.a. to develop an automated
plant clearance reutilization process. An Ad Hoc Group was
established to investigate the feasibility of an electronic plant
clearance system and to develop the necessary policy and
procedures for implementation. A test of the new automated
system is anticipated by late spring 1990 and implementation is
planned by late fall 1990. The Assistant Secretary concurred
with modification with Recommendation A.2.b. Since the
electronic plant clearance system will incorporate the CIRS, the
IMM procedures will be developed in conjunction with the
electronic plant clearance system. Concerning the audit estimate
of monetary benefits, the Assistant Secretary stated that the
estimate of $22.3 million was $5 million higher than the
$17.3 million developed in the cost benefit analysis for the
planned electronic plant clearance project.



Although the recommendations were not addressed to the Air Force,
the Deputy Assistant Secretary of the Air Force (Acquisition
Management and Policy) nonconcurred with Recommendation A.2. The
Deputy Assistant Secretary stated that the CIRS is considered a
workable system, that developing a new automated system will not
guarantee that assets will be screened better, and that complete
participation by all activities is the key for CIRS or any system
to work. The Deputy Assistant Secretary also stated that the
estimated monetary benefits of $22.3 million assumes that there
is no reutilization under current procedures, and this was not
substantiated.

AUDIT RESPONSE TO MANAGEMENT COMMMENTS

The comments and planned actions of the Director, U.S. Army
Contracting Support Agency, on Recommendation A.l. and the
Assistant Secretary of Defense (Production and Logistics) on
Recommendations A.2.a. and A.2.b. are responsive. The revised
estimate of monetary benefits provided by the Assistant Secretary
of Defense (Production and Logistics) is accepted. Concerning
the comments of the Assistant Secretary of the Navy to
Recommendation A.l., we did not review the SCRAMP during this
audit. We request that the Navy coordinate its plant clearance
reutilization procedures with the electronic plant clearance
system in development for the DoD Components and discussed in the
Assistant Secretary of Defense (Production and Logistics)
comments, which are summarized above. Additional comments from
the Navy on this recommendation are requested. Concerning the
Air Force comments on the estimated monetary benefits, we
recognize that materiel is being reutilized under existing CIRS
processes. The audit estimate is based on additional
reutilization of materiel with CIRS changes and improvements at
involved IMM's.



B. Verifying Proceeds From Sales of Government-Owned Property

FINDING

At eight of the nine field contract administration activities
visited, neither the plant clearance officer nor a designated
Government representative verified the proceeds from contractor
conducted sales of Government-owned property, as required by the
Defense Federal Acquisition Regulation Supplement (DFARS). At
the eight locations, the value of proceeds not verified for the
12 months ended December 1988 totaled $13 million. An additional
$4.3 million from a contract termination action was not
verified. At one location, excess Government-owned property was
sold through a company run, retail store. Also, plant clearance
officers at three 1locations were not witnessing contractor
conducted sales of Government-owned property and, at
two locations, were not verifying contractor prepared inventory
schedules. Plant clearance officers were not verifying sales
proceeds and were not witnessing contractor conducted sales
because they were not aware of regulatory requirements to do so,
and they lacked the training needed to trace accounting
transactions through contractors' accounting systems.
Consequently, there was no assurance that the proceeds due the
Government were received and properly accounted for.

DISCUSSION OF DETAILS

Background. Overall policy and procedures for controlling
proceeds from the sale of property are contained in the Federal
Property Management Regulation and the DFARS. Subpart 101-45.307
of the Federal Property Management Regulation requires that the
selling agency deposit gross proceeds from the sale of property
into the Treasury as miscellaneous receipts unless the property
was originally acquired with funds not appropriated from the
general fund of the Treasury or the terms of the contract
authorized the proceeds to be credited to the price or cost of
the work covered by the contract. The DFARS, subpart 45.610-3,
stipulates that Government plant clearance officers maintain open
suspense records to verify that all proceeds due the Government
from sales of Government-owned property are credited to
Government accounts.

Verifying Proceeds from Sales of Government-Owned
Property. Our review at nine contractor locations showed that,
of $13.5 million in fiscal year 1988 sales proceeds, $13 million
involving eight locations was not verified by the Government
plant clearance officers or by a designated Government
representative. Proceeds from plant clearance case inventories
come from sales of either usable property or scrap materiel. At
the 9 1locations visited, we selected 90 closed cases (the
10 cases with the highest acquisition values from each location)
for review and found that, in 52 cases, usable property or scrap
materiel was sold. Usually, the proceeds from sales of usable




property are credited to the respective contracts, while proceeds
generated from the sales of scrap materiel are credited to the
contractors' Government materiel overhead accounts. Our review
showed that Government plant clearance officers were not
verifying that sales proceeds were credited to either the
applicable contracts or the Government materiel overhead
accounts.

Proceeds From the Sale of Usable Property. Proceeds from
the sale of usable property were not verified at four of the
nine locations visited and, at one location, the contractor was
operating a cash basis, retail store. We found that proceeds
were credited against firm-fixed-price contracts, and that plant
clearance officers were not maintaining the required suspense
records needed to verify that sales proceeds were properly
credited to the Government. At the 1locations where sales
proceeds were not verified, the Government plant clearance
officers either did not have the training and knowledge to verify
that sales proceeds were collected or they felt that contract
auditors or other Government representatives, such as Government
Property Administrators, verified that proceeds were credited to
the Government.

Credits From a Terminated Contract. Our review at the
Defense Contract Administration Plant Representative Office
(DCASPRO), Newport Beach, California, showed that not all
proceeds from sales of Government-owned property were verified.
Our review of 10 closed plant clearance cases showed that 9 were
for the termination inventory of a major weapon system, the
Division Air Defense Gun System (DIVAD). Six of the nine cases
generated proceeds totaling $114,582, which were credited to a
special contract termination account. Because of the magnitude
of the weapon system program, we expanded our review to include
all proceeds from the sales of the termination inventory. The
contractor's records on the contract termination showed credits
to the Government totaling $217,973; however, DCASPRO, Newport
Beach, records showed proceeds of $4.5 million, $4.3 million more
than the contractor's records. DCASPRO, Newport Beach, personnel
informed us that the difference of $4.3 million, which was not
verified, could have resulted from credits given by various
subcontractors, which were not reported on the prime contractor's
books. Since the DIVAD effort involved over 2,000 sub-
contractors, a complete reconciliation of all sales proceeds
should have been done to verify that the Government received all
credits due.

Retail Store Operation. The Government plant clearance
officer did not verify sales proceeds from a company operated
store. At the Defense Contract Administration Services Region
(DCASR), Los Angeles, the contractor used a company operated
retail store to sell excess Government-owned property. [Usable
Government-owned property, after being placed on plant clearance
cases, was sold on a cash basis to the general public through a
company store. Prices were determined judgmentally by a company
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employee who also recorded sales on the company cash register.
Both Government and contractor property were sold through the
store, and separate cash register keys were used to record
Government sales versus contractor sales. Although sales records
of the contractor's retail operation were available, the plant
clearance officer did not verify proceeds from the sale of
Government-owned property. Our review of the company's daily
cash receipts Jjournal for fiscal year 1988 showed that the
portion of the proceeds attributed to the Government totaled
$106,500 or 92 percent of all sales. We verified that the
Government was credited this amount. However, we could not
determine the value and the amount of property turned over to the
company store because inventory records were not kept. This
represented a serious flaw in internal controls, which gave no
assurance that the Government received the proper amounts.
Records obtained from Defense Contract Administration Services
Management Area (DCASMA), Long Beach, showed that the company
store had been in operation since June 1972, The original
agreement to sell excess Government-owned property in the company
store was between the company and the National Aeronautics and
Space Administration (NASA). We noted that both NASA and Air
Force owned property was sold in the company store. Retail sales
of Government-owned property are not permitted. The DFARS and
the Federal Property Management Regulation stipulate that
Government property only be sold through competitive bids or
negotiated sales. After we notified DLA of the retail store
operation, DLA directed the DCASR, Los Angeles, to have the
contractor stop selling Government-owned property in the retail
store operation.

Credits To Fixed-Price Contracts. Our review at the
Navy Plant Representative Office (NAVPRO), Pomona, California,
showed that appropriate credits for some proceeds were not made
to the Government. During calendar year 1988, proceeds from
four formal sales totaled $136,793. The plant clearance officer
directed that the credits be applied to the contracts generating
the excess property. If sales proceeds could not be identified
to a specific contract, the plant clearance officer requested the
contractor to issue checks for deposit into the miscellaneous
account of the U.S. Treasury. We reviewed one of the four formal
sales, which totaled $29,490, to determine if the proceeds were
credited properly. We found that $23,355 was credited to
specific contracts and the remaining $6,135 was deposited into
the U.S. Treasury. Further review showed that $7,670 of the
$23,355 was credited to fixed-price contracts--a practice that
would not decrease contract charges unless contract modifications
were issued to decrease contract amounts. We found that for the
13 contracts involved, contract modifications were not issued. A
similar condition was reported in Defense Contract Audit Agency
(DCAR) Report No. 4501-7C179001, August 7, 1986. DCAA
recommended that proceeds from sales of Government property that
pertained to fixed-priced contracts be given in the form of a
check, not as a credit to the applicable contracts. Although the
NAVPRO, Pomona's, contracts division received the report, the
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information was not conveyed to the plant clearance officer for
appropriate action. As a result of our audit, NAVPRO, Pomona,
took corrective action to stop the crediting of sales proceeds to
fixed-priced contracts.

Suspense Records. At the nine locations visited, plant
clearance officers were not maintaining suspense records of
proceeds due from sales of Government-owned property. The DFARS,
subpart 45.610-3, requires plant clearance officers to maintain
an open suspense record of sales of Government-owned property
until credits due the Government have been verified. Plant
clearance officers at the nine locations were unaware of this
requirement.

One of the ten closed cases sampled at the NAVPRO, Lynn,
Massachusetts, involved the sale of industrial plant equipment.
The contractor received payment of $25,999 for the sale in
February 1988. The Government plant clearance officer instructed
the contractor to credit the proceeds to the applicable Army
contract. Since the plant clearance officer did not maintain a
suspense record, we contacted the procurement contracting officer
at the Army Aviation Systems Command to verify the credit. The
credit was applied to the Army contract in December 1988, during
our audit work, and 10 months after the sale. Adequate suspense
records and followup action would have detected this condition.

Proceeds From Sales of Scrap Materiel. Proceeds from the
sale of scrap materiel were not verified at eight of the
nine locations visited. During calendar year 1988, proceeds from
scrap materiel sales at the eight locations amounted to about
$8.6 million. Normally, proceeds from sales of Government-owned
scrap materiel are credited to the contractors' Government
materiel overhead accounts, which eventually decreases the
overhead costs on Government contracts. The reasons given by
Government plant clearance officers for not verifying scrap sales
proceeds were that they did not have the necessary accounting
background needed to trace transactions through contractors'
complex accounting systems or they were not aware of the
regulatory requirements to do so. At the DCASPRO, Newport Beach,
California, we verified credits from sales of scrap materiel and
found that an erroneous accounting entry totaling $99,512 was
made in December 1988. The $99,512 represented the retirement of
a company-owned fixed asset that should have been posted against
a company account. Instead, it was erroneously posted as a debit
to the Government materiel overhead account, representing a
charge to the Government. We brought this matter to the
attention of DCASPRO, Newport Beach, for corrective action. 1If
the plant clearance officer had verified sales proceeds, the
$99,512 error could have been detected. To verify that sales
proceeds are properly applied to the Government materiel overhead
accounts, Government plant clearance officers need adequate
training to provide them with the resources necessary to trace
entries in contractors' accounting records.
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Witnessing Sales of Government Property. Government plant
clearance officers were not witnessing contractor conducted sales
or adequately verifying contractor prepared inventory schedules
prior to the sale of Government property at three of the

nine locations visited. DFARS, subpart 45.610-15, requires
Government plant clearance officers to approve sales of
Government-owned property. Specific duties include verifying

that bidders 1lists are sufficient to obtain competition and
witnessing bid openings to ascertain if prices offered are
reasonable. DFARS also states that plant clearance officers
should verify contractor prepared inventory schedules to ensure
the accuracy of quantities and the condition of materiel.
Government plant clearance officers were not witnessing formal
bid openings at three locations visited and were not adequately
reviewing contractor prepared inventory schedules at
two locations visited. Plant clearance personnel did not witness
sales because they lacked the time needed to attend bid openings
or thought they were not required to do so. At the two locations
where plant clearance officers were not verifying contractor
prepared inventory schedules, there was no assurance that
contractors' classifications of  materiel as scrap were
accurate. For example, at NAVPRO, Lynn, the contractor's
inventory schedule showed materiel coded as scrap; however, our
review of the contractor's records attached to the inventory
schedule showed engineering codes indicating that the materiel
was new. We verified that materiel in the inventory schedule
totaling $112,040 was new and that over $74,000 in procurements
were in-process at the applicable IMM's.

Augmentation of Funds From Plant Clearance Inventories.
Proceeds from the turn in of plant clearance materiel could not
be adequately verified when Government property was transferred
from a contractor's operation to the Navy Supply Systems
Command's (NAVSUP) account. In addition, when proceeds were
realized, credits were not made to the applicable contracts. The
plant clearance function at the Supervisor of Shipbuilding,
Conversion and Repair, Newport News, Virginia, was not done.
Instead, plant clearance inventory was turned over to a

contractor employed by NAVSUP. The contractor screened the
usable excess Government-owned materiel through the DoD Materiel
Returns Program. When a requirement for the property was

identified by applicable Government IMM's, a credit transaction
was processed. The credit was not applied against the applicable
contracts or the contractor's Government overhead account,
instead, the credit was processed into the NAVSUP's Operations
and Maintenance Account. Additional audit work is being done in
this area, and a separate report will be issued on this subject.

RECOMMENDATIONS FOR CORRECTIVE ACTION

1. We recommend that the Assistant Secretary of the Army
(Research, Development and Acquisition); the Assistant Secretary
of the Navy (Production and Logistics); the Assistarnt Secretary
of the Air Force (Acquisition); and the Director, Defense
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Logistics Agency, provide plant clearance officers with the
training necessary to maintain property sales suspense records,
verify proceeds from sales of Government property, and instruct
plant clearance officers on the importance of witnessing sales
and verifying inventory schedules.

2. We recommend that the Director, Defense Logistics
Agency:

a. Verify that all sales proceeds generated from the
termination of the Division Air Defense Gun System contract were
credited to the Government contract termination account.

b. Follow up on the reported retail store operation at
the Defense Contract Administration Services Region, Los Angeles,
California, to verify that Government property is no longer sold
in the contractor's store.

c. Verify that the $99,512 accounting error found at
Defense Contract Administration Services Plant Representative
Office, Newport Beach, California, was corrected and that the
Government received credit for the $99,512.

MANAGEMENT COMMENTS

The Assistant Secretary of Defense (Production and Logistics)
concurred with the finding and stated that compliance with DFARS
procedures for verifying sales proceeds 1is required. The
Director, U.S. Army Contracting Support Agency, concurred with
Recommendation B.l. and stated that a memorandum would be sent to
the Army Materiel Command by December 30, 1989, requesting that
contract administration activities comply with the
recommendation.

The Assistant Secretary of the Navy (Shipbuilding and Logistics)
concurred with Recommendation B.l. and stated that these areas
will be addressed at a Navy Plant Representative Office
conference in January 1990 and a letter will be forwarded to all
contract administration offices on these topics.

The Deputy Assistant Secretary of the Air Force (Acquisition
Management and Policy) partially concurred with Recommendation
B.1l. and stated that the plant clearance officer recertification
training materiel and Air Force Systems Command, Contract
Management Division (CMD), Pamphlet 78-2, "Guide to Plant
Clearance," will be amended by February 28, 1990, to include
specific instructions for maintaining suspense records. In
addition, a letter would be sent to Air Force plant clearance
officers by December 15, 1990, informing them of these changes.
CMD Pamphlet 78-2 requires plant clearance officers to verify
contractor inventory schedules and witness contractor sales of
Government property. Concerning training to trace transactions
through contractors' records, the Deputy Assistant Secretary
stated that, due to the complexity of some contractors' financial
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accounting systems, it is more practical for plant clearance
officers to request assistance from DCAA auditors, if required,
to review how proceeds are credited.

The Comptroller, DLA, nonconcurred with Recommendation B.l. and
stated that current regulations ensure that sales of contractor
inventory are witnessed as appropriate, that sales proceeds are
properly credited to the Government account, and that inventory
verification surveys are conducted as part of the inventory
schedule acceptance process. The Comptroller also stated that
the Air PForce Institute of Technology and the Army Logistics
Management College provide plant clearance officers with the
training we recommended. The Comptroller nonconcurred with
Recommendation B.2.a. and stated that the final termination
procedures used on the DIVAD called for the termination
contracting officer (TCO) to review settlement proposals in
excess of $25,000 in plant clearance cases in order to ensure
that the termination inventory was fully accounted for and that
the proceeds generated from sales of Government property were
properly credited to the termination account. Subcontractor
proposals less than $25,000 were settled by Ford Aerospace
Corporation with DCAA oversight. The Comptroller also stated
that the Defense Logistics Agency Manual 8110.1, "DLA
Termination Manual for Contract Administration Services,"
paragraph 49.108-4 requires TCO's to perform selected reviews of
subcontractor settlements. Execution of this procedure, in and
of 1itself, should result in a complete reconciliation of all
sales credits due the Government and negate the need for further
audit. The Comptroller concurred with Recommendation B.2.b. and
stated that a followup on the retail store operation at Rockwell
International, Los Angeles, California, showed that all retail
sales of DoD owned property had been stopped. Retail sales of
NASA owned property continue at Rockwell International because
Rockwell International received permission from the NASA Johnson
Space Center to continue retail sales of NASA owned property in
the company operated store. The Comptroller concurred with
Recommendation B.2.c. and verified that the accounting error of
$99,512 that we detected at Ford Aerospace Corporation was with
credited to the Government materiel overhead account.

AUDIT RESPONSE TO MANAGEMENT COMMENTS

The comments from the Assistant Secretary of Defense (Production
and Logistics) and the comments and actions cited by the
Director, U.S. Army Contracting Support Agency; the Assistant
Secretary of the Navy (Shipbuilding and Logistics); and the
Deputy Assistant Secretary of the Air Force (Acquisition
Management and Policy) are responsive.

Concerning DLA's nonconcurrence with Recommendation B.l., we
found that the existence of regulatory requirements for
maintaining suspense records, verifying inventory and proceeds,
and witnessing sales has not ensured that the requirements are
being complied with, and additional emphasis and oversight is
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required. Concerning DLA's nonconcurrence with Recommendation
B.2.a., we do not dispute who was responsible for verifying the
termination and sales of inventories. The contractor's records
for the termination action showed that only $217,973 was credited
to the Government termination account while the TCO's termination
records showed that $4.5 million was derived from the sale of
plant clearance inventories. Even though procedures were
established for the termination action and Defense Logistics
Agency Manual 8110.1, paragraph 49.108-4, requires TCO's to
perform selected reviews of subcontractor settlements, there is
no assurance that the procedures were followed since we could not
reconcile the difference of $4.3 million in sales proceeds from
plant clearance cases.

Although DLA concurred with Recommendation B.2.b. to stop
Rockwell 1International Corporation from selling DoD owned
property in the company operated retail store, the action taken
is incomplete. The DCASR, Los Angeles, 1is responsible for
administering all contracts placed at the Rockwell location in
Los Angeles and therefore should administer the contracts in
accordance with the DFARS. Also, Government-owned property
should be administered in accordance with DFARS and the Federal
Managers Property Act. Neither the DFARS nor the Federal
Managers Property Act permits retail sales of Government-owned
property by contractors. We ask that DLA direct the contractor
to stop selling all Government-owned property through the retail
store or obtain a waiver from the requlatory requirements. DLA's
action on Recommendation B.2.c. to have the contractor correct
the $99,512 accounting error and credit the Government materiel
overhead account is responsive.

We request that DLA reconsider its position and provide
additional comments on Recommendations B.l., B.2.a., and B.2.b.
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C. Incurring Storage Costs

FINDING

Government-owned property was being retained at contractor
locations for completed and closed contracts. Our review at
9 field contract administration activities disclosed that at
1 location, over $31.5 million in Government-owned property was
stored under 44 closed contracts that dated back to the 1950's.
Further review of 60 additional contracts that were identified in
DoD's property reports and that were awarded during the 1960's
and 1970's showed that about $286 million in Government-owned
property was stored under 18 contracts that had been either
closed or completed. Our review also showed that, contrary to
DoD policy issued in November 1986, "no-cost" storage agreements
were still in effect. The property was stored for long periods
because of a lack of continuing enforcement of DoD's policy on
the timely identification and disposition of excess property. As
a result, the Government incurred unnecessary storage costs. For
the $286 million of property on closed or completed contracts, we
estimated that storage costs charged to the Government would
amount to about $28.6 million a year.

DISCUSSION OF DETAILS

Background. The Federal Acquisition Regulation,
subpart 45.612.1, requires that excess Government-owned inventory
be removed from contractors' premises as soon as possible to
preclude unnecessary storage expenses. In November 1986, the
Under Secretary of Defense for Acquisition issued comprehensive
policy guidance on Government property in the possession of
Defense contractors. The guidance was developed in the interest
of bringing about major improvements in the Government property
area because internal studies, as well as General Accounting
Office and DoD Inspector General reports, showed that DoD
policies on the acquisition, management, control, and disposal of
Government-owned property were not being followed. The
November 1986 memorandum stated, in part, that Military
Departments and Defense Agencies must dispose of obsolete and
non-essential Government-owned property. Specific initiatives
related to the storage of Government property were to:

- discontinue using "no-cost" storage agreements;

- screen property stored under Government contracts each
year to determine retention/disposition, and each year obtain
written justification to continue storage;

- separately price and directly fund all storage agreements;
and

- dispose of all excess special tooling and special test
equipment expeditiously.

To accomplish the above initiatives, the Military Departments and

Defense Logistics Agency (DLA) headquarters directed their field
contracting and contract administration activities to review all
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contracts under which Government property was assigned, to
dispose of all unneeded excess property, and to discontinue the
use of "no-cost" storage agreements.

The 1986 memorandum also stipulated that improvements and actions
taken should be tracked and reported. The DoD Property
BAccountability Report (DD Form 1662) was revised to give a more
detailed summary of Government property in the possession of
Defense contractors and to assist in the enforcement of Defense
property policies. As of September 30, 1988, the DD Form 1662
reports, filed by over 4,600 Defense contractors, showed
$56.5 billion in Government property in their possession.

Actions Taken. In late 1986 and early 1987, the Military
Departments and DLA published guidance on actions required and
reporting requirements needed for compliance with the provisions
of the Under Secretary of Defense's November 25, 1986,
memorandum. Based on information gathered as of January 1, 1988,
the Assistant Secretary of Defense (Production and Logistics)
reported that over $1.2 billion of unneeded or excess property
had been disposed of as a result of reviewing 32,000 prime
contracts and subcontracts, and that $98 million of unneeded
special tooling and special test equipment was disposed of as a
result of eliminating 81 "no-cost" storage agreements.
Comparable data for 1989 were not available because the
information collected as of January 1, 1988, was a one-time
requirement for congressional hearings. Although significant
actions occurred during the 12 months ended January 1, 1988, our
review showed that more work is needed in the property disposal
area.

Storing Excess Property. At NAVPRO, Stratford, Connecticut,
$31.5 million in Government property was stored under
44 contracts that had been closed. Of the 44 contracts, 9 were
awarded during the 1950's, and the remaining 35 were awarded
during the 1960's and 1970's. Although we could not determine
the actual cost to store the $31.5 million in property, we noted
that the contractor paid annual lease fees of $800,000 to store
some of this excess property, as well as other Government-owned
property, in commercial warehouses: costs that were eventually
billed to the Government. The contractor identified the
$31.5 million in Government property during an inventory that was
taken in an effort to have the contractor's Government property
control system recertified. The NAVPRO decertified the
contractor's property control system because of deficiencies
cited during property system surveys conducted by the Government
property administrator. )

We expanded our tests to determine if significant amounts of
Government property were being retained for older contracts that
were completed or closed. Our review of the DoD Property
Accountability Report data disclosed that Government property
with an acquisition wvalue of $2.2 billion was stored on
1,013 contracts that were awarded from 1950 through 1979. From
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the 1,013 contracts, we selected for review the 60 contracts with
the highest reported values of special tooling and special test
equipment (20 contracts each awarded by the Army, Navy, and Air
Force). The 60 contracts had a total of $1.3 billion in stored
property. Of the 60 contracts, we found 18, with a total of
about $286 million in Government property, that had been either
completed or closed according to Government contract
administrators' records (Appendix D). Three of the contracts had

been completed in 1988. Eleven of the contracts had been
completed or closed in 1987 or prior years, including two in
1976. For four contracts, we could not identify the applicable

dates since the records had been retired.

The actual cost to store Government-owned property is generally
unknown since, in most cases, costs are charged to the Government
as indirect or overhead costs on active contracts and not
separately accumulated. One of the nine contractors included in
our plant clearance tests estimated that annual warehousing costs
for Government-owned property amounted to about 10-percent of the
acquisition wvalue. There were no data on storage costs at the
other contractor 1locations included in our audit. If the
10-percent estimate is representative of other DoD contractors'
costs to store Government property, then storage costs for the
property identified in the 18 closed or completed contracts would
amount to about $28.6 million. Prompt action to identify and
take disposition action on property identified to completed and
closed contracts would result in a significant cost avoidance.

"No-Cost" Storage Agreements. Although the Under Secretary
of Defense's memorandum of November 1986 directed that the use of
"no-cost" storage agreements be discontinued, Government property
continued to be stored under "no-cost" storage agreements at five
of the nine contractor sites visited. Because storage costs
under "no-cost" agreements are charged as indirect or overhead
expenses to other active Government contracts, the costs to store
inactive property are obscured. To comply with the 1986
memorandum, the Military Departments and DLA issued guidance to
their subordinate field activities to negotiate directly funded
agreements after existing "no-cost" storage agreements had
expired. Normally, "no-cost" storage agreements cover multiyear
periods. Our review showed that "no-cost" storage agreements
were still being used after the original ones had expired. At
one location, we found two agreements that had been in effect
since 1975 and 1982. 1In addition, four of the contracts included
in our later test were "no-cost" type agreements. These contracts
had not been separately priced to show actual costs to store
Government property that was assigned. Rather, the facility
contracts were modified to extend the duration of the existing
agreements. At one location where the Defense Contract
Administration Services Region was administering Army, Navy, and
Air Force contracts, the property administrator notified the
respective Military Departments that "no-cost" agreements needed
to be renegotiated to show actual costs. However, no action was
taken and the existing agreements remained in effect.
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RECOMMENDATIONS FOR CORRECTIVE ACTION

1. We recommend that the Assistant Secretary of Defense
(Production and Logistics) monitor the implementation of the
initiatives in the November 1986 policy memorandum by requiring
the Military Departments and the Defense Logistics Agency to
periodically inspect subordinate activities to ensure that
decisions to continue to store Government property are
comprehensive and completely documented, that plant clearance
actions are taken on unneeded property, and that "no-cost"
storage agreements are eliminated.

2. We recommend that the Assistant Secretary of the Army
(Research, Development and Acquisition); the Assistant Secretary
of the Navy (Shipbuilding and Logistics); the Assistant Secretary
of the Air Force (Acquisition); and the Director, Defense
Logistics Agency, review the Government property assigned to
contracts that were awarded before 1980, ensure that plant
clearance actions have been initiated on unneeded Government
property, and, where appropriate, determine why contracts were
closed before the Government property was dispositioned.

MANAGEMENT COMMENTS

The Assistant Secretary of Defense (Production and Logistics)
concurred with the finding and stated that unneeded and/or excess
property should be removed from contracts expeditiously, and
there is a need to eliminate "“no-cost" storage agreements as
rapidly as possible to comply with the November 1986 policy
direction. Concerning the estimated cost avoidance of
$28.6 million, the Assistant Secretary noted that the figure is
based on one contractor's estimate and appears high, but a better
estimate is not available. The Assistant Secretary concurred
with Recommendation C.l1. to monitor the implementation of the
Under Secretary of Defense for Acquistion (USD[A]) property
policies and stated that a gquarterly implementation tracking
report was established in June 1987 for this purpose. The
Assistant Secretary also stated that the DoD Inspector General
was requested to perform a field level audit of the USD(A)
policies to determine if they are being implemented. The audit
is scheduled to start in fiscal year 1990, and upon completion of
the audit, the Assistant Secretary will reassess Recommendation
C.1. to determine if separate follow-up action is needed.

The Director, U.S. Army Contracting Support Agency, concurred
with Recommendation C.2. and stated that by December 30, 1989, a
memorandum would be sent to the Army Materiel Command requesting
that contract administration activities <comply with the
recommendation.

The Assistant Secretary of the Navy (Shipbuilding and Logistics)

concurred with Recommendation C.2. and stated that guidance would
be issued to Navy plant clearance officers to initiate plant
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clearance action before closing contracts. Also, although a few
previous "no-cost" storage agreements have not yet expired, the
Navy is no longer issuing such agreements. This item is being
added as a "special interest item" in Procurement Management
Reviews. '

The Deputy Assistant Secretary of the Air Force (Acquisition
Management and Policy) partially agreed with the finding and
stated that a contractor is under no obligation to report
property for disposition until it is no longer needed on the
contract or, in some cases, when the contract is physically
complete. Two of the Air Force contracts cited in Appendix D
have not experienced any significant delays in property
disposition. The other Air Force contract has experienced
delays, and the contract administration office has been
instructed to be more aggressive in its efforts to clear the
property. Contract F04701-71-C-0131 was identified as closed,
when, in fact, it was physically completed. Concerning the
estimated monetary benefits, the Deputy Assistant Secretary noted
that they are based on one contractor's estimate of storage
costs. Air Force experience is that storage costs are a function
of the type of property and storage required and whether it is
stored in a Government or contractor facility, and the audit
suggests that all the property identified is being retained
needlessly. The Deputy Assistant Secretary nonconcurred with
Recommendation C.2. and stated that to review all contracts with
property awarded before 1980 would not be productive in view of
the extensive review conducted pursuant to the USD(A) memorandum
of November 1986. Since 1986, the Air Force has placed renewed
emphasis on the timely identification and disposition of excess

property. Air Force implementation of the November 1986
memorandum included plans to phase out existing "no-cost" storage
agreements and not enter into new agreements. Timely

identification and disposition of excess property is continually
stressed to plant clearance officers through recertification
courses and property conferences.

The Comptroller, DLA, partially concurred with the finding. The
majority of contracts were found to be in an open status
(production complete and action ongoing to dispose of
excesses). A minority of contracts were found to be complete
with no justification for retention of Government property. DLA
has instructed its field elements to take action on all completed
contracts identified in the report and to have contractors
dispose of excess Government property. The Comptroller did not
agree that this area represents an internal control weakness.
Sufficient guidance exists to ensure that contractors have a
system in place to identify and dispose of excess Government
property. This is an area that is 1looked at closely during
property control system surveys and, recognizing that there may
be isolated instances of property not being readily identified as
excess, it is considered that adequate controls are in place to
ensure that property is disposed of when no longer needed. The
Comptroller, DLA, nonconcurred with Recommendation C.2. A
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complete review of all DLA administered contracts authorizing
Government property was done in 1987 and 1988 and resulted in
plant clearance action on $555 million of property. The review
revealed a flaw in the mechanized contract tracking system, which
permitted contract closeout prior to final disposition of
property. The discrepancy has since been corrected. An
additional full-scale review is not considered necessary. DLA
has instructed field elements to take action on all completed
contracts identified 1in the report and to have contractors
dispose of any excess Government property.

AUDIT RESPONSE TO MANAGEMENT COMMENTS

The comments of the Assistant Secretary of Defense (Production
and Logistics) are responsive. Concerning the requested audit,
(DoD Inspector General planned Project No. OCF-P007),
one objective will be to follow up on prior audit work concerning
the 1986 property initiatives. We will provide the data on
completed and closed contracts for follow-up evaluation during
that audit. Concerning the comments on the estimated monetary
benefits, we found no other data on the cost of retention of this
property. If additional information has been developed on these
costs, we request that it be provided in response to the final
report. The Army and Navy comments and actions cited in response
to Recommendation C.2. are responsive.

Concerning the Air Force comments, we have corrected Appendix D
of the report to show contract F04701-71-C-0131 as completed, not
closed. According to Air Force Acquisition Management
Information System data, the contract was completed in October
1985. While taking action on individual contracts cited in the
report, both the Air Force and Defense Logistics Agency
nonconcurred with Recommendation C.2., citing the extensive
efforts taken in response to the November 1986 USD(A) memorandum
on Government property initiatives. This report recognizes the
actions taken at that time and the significant quantities of
unneeded and excess property identified and disposed of.
However, the DoD Property Accountability Reports show significant
amounts of property assigned to older contracts and, as
previously discussed some of these contracts are categorized as
completed or closed. DoD property policies provide for review
and justification for the retention of Government property not
currently needed. Management of Government property at
contractors' plants and timely identification and disposition of
excesses has been a longstanding problem in DoD. The review of
older contracts addressed in Recommendation C.2. was intended to
provide management emphasis where these reviews would likely be
most productive. The Air Force and DLA are requested to
reconsider their responses to this recommendation in reply to
this final report.
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ASSISTANT SECRETARY OF DEFENSE
WASHINGTON. D C 20301-8000

ON AND
mo::::rs'"cs December 6, 1989

(L/SD)

MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL FOR AUDITING
THRU: CHIEF, CAIR, %Zola/b/gq

SUBJECT: Draft Report on the Audit of Plant Clearance *:tion on

Government—Owned Property in the Possession ¢ Defense
Contractors (Project No. 8SL-0063)

This audit found that: (1) excess property at cont-actor
locations that was not being fully screened for reutili:z:ztion;

(2) government personnel at eight locations were not ver:fying the
proceeds from sales of excess government property; and :) DoD was
incurring unnecessary storage costs at nine locations bz:zause Under
Secretary of Defense for Acquisition (USD(A)) property :z:clicies of

1986, were not fully implemented.

We concur with all of the recommendations that are :idressed to

ASD (P&L) for action, subject to a clarification of recc—endation
A.2.b. The attachment contains our responses to each cI your

findings and recommendations. This audit presents anot-:r challenge

i

to continue to improve upon the property policy and marz:ament

4ol o

direction issued by the USD(A) in November 1986. Towar:Z this end, we

have established a group to develop an electronic plant :learance
system to improve reutilization and to speed up disposaz. >f excess
property.

This audit report estimates monetary benefits, cost zvoidances of

$50.9 million and requests our comments on the reasonak.:zness of

these estimates. Our views regarding these estimates ar: discussed

in the attachment.

L ook

R.L. Beckwith
Major General, USY:
Military Deputy tc -3D(P&L)
Attachment
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DoD INSPECTOR GENERAL DRAFT REPORT 8SL-0063, OCTOBER 4, 1989

WPLANT CLEARANCE ACTION ON GOVERNMENT-OWNED PROPERTY IN THE
POSSESSION OF DEFENSE CONTRACTORS"

DEPARTMENT OF DEFENSE COMMENTS

e 2222223332322 232322222222t R sttt st sty

The Findings and Recommendations offered by the DoDIG in the above
draft report and the Office of the Assistant Secretary of Defense
(Production & Logistics) (OASD(P&L)) responses follow:

Finding A: Reutilizing Excess Government-owned Property — Excess
Government-owned property at contractor locations was not screened
through the Centractor Inventory Redistribution System (CIRS) as
required by the Defense Federal Acquisition Regulation. This
occurred because Government plant clearance officers did not include
all items of excess inventory in the reutilization process; the
Defense Reutilization and Marketing Service (DRMS) did not send asset
availability notifications to the appropriate Integrated Materiel
Managers {(IMM); and some IMM’s lacked adequate procedures to review
asset notifications. As a result, over $143 million in excess
Government-owned property was not reviewed to fill supply system
requirements. Based on our tests, we estimated that about $21.5
million could have been recovered and reutilized by DoD IMM’s.

OASD(P&L) Response: Concur. The estimated cost avoidance is $5 million dollars higher than
in the cost/benefit analysis performed for the planned electronic plant clearance project.

Recommendations A.1 through A.2.b.:

1. - This recommendation is directed to the Army and Navy,
requesting them to take action to comply with the Defense Federal
Acquisition Regulation Supplement (DFARS).

2. — We recommend that the Assistant Secretary of Defense
(Production & Logistics):

a. Develop an automated plant clearance reutilization
process for reporting excess property at contractors’ locations to
facilitate the identification and recovery of property by IMMs.

b. Require that formal procedures be developed for DoD IMMs
to follow when reviewing Contractor Inventory Redistribution System
(CIRS) asset notifications of excess contractor inventory.
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OASD(P&L) Response:

a Concur. During June 1989, the DoD Govemment Property Council, which is
chaired by the DASD(Logistics), established an Ad Hoc Group chaired by DLA to investigate
the feasibility of electronic plant clearance and then to develop the necessary policies and
procedures for implementation. A test of this automated system is anticipated to occur by
late Spring 1990, with the total system to be in operaZon by late Fall 1990.

b. Concur, with modification: The IM\‘s do need to have procedures for
reviewing the CIRS. However, since the electronic piant clearance system discussed above
will incorporate the CIRS, there is no plan to develop separate formal procedures for the IMMs
on the current system. The IMM procedures will be 6zveloped in conjunction with the
electronic plant clearance system.

Finding B: Verifying Proceeds From Sales of Government-owned Prop-
erty at eight of the nine field contrac: administrative activities
visited, neither the plant clearance officer nor a designated Govern-
ment representative verified the proceecs from contractor-conducted
sales of Government-owned property, as required by the DFARS. At the
eight locations, the value of the proceeds not verified for the
twelve months ending December 1988 totaled $13 million.
...... Consequently, there was no asstrance that the proceeds due
the Government were received and properly accounted for.

----------

OASD(P&L) Response: Concur. Compliance with DFARS procedures for verifying sales
proceeds is required.

Recommendations B.1 through B.2.c.:

1. - This recommendation that trairing be provided for plant
clearance officers is addressed to the Ssrvices and DLA.

2.a. — 2.c. - These recommendations are directed to the Director,
Defense Logistics Agency (DLA) and relate to specific contract
administration activities.

OASD(P&L) Response: These recommendations are procedural in nature and are not
addressed to OASD(P&L) for comment.

Finding C: Incurring Unnecessary Storace Costs - Government-owned
property was being retained at contractor locations for completed and
closed contracts. Our review at nine field contract administration
activities disclosed that at one locatica, over $31.5 million in
Government-owned property was stored uncer 44 closed contracts that
dated back to the 1950s. Further review of 60 additional contracts
that were identified in DoD’s property records and that were awarded
during the 1960’s and 1970’s showed that about $286 million in
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ACTIVITIES VISITED OR CONTACTED (continued)

Defense Logistics Agency

Headquarters, Defense Logistics Agency, Cameron Station, VA

Defense Reutilization and Marketing Service, Battle Creek, MI

Defense Contract Administration Services Region, Philadelphia, PA

Defense Contract Administration Services Region, Los Angeles, CA

Defense Contract Administration Services Plant Representative
Office (General Electric), Moorestown, NJ

Defense Contract Administration Services Plant Representative
Office (International Business Machines), Manassas, VA

Defense Contract Administration Services Plant Representative
Office (Ford Aerospace), Newport Beach, CA

Defense Contract Administration Services Management Area
(Rockwell International), Long Beach, CA

Defense Industrial Supply Center, Philadelphia, PA

Contractor Locations

Boeing Commercial Airplane Co., Seattle, WA
Boeing-Vertol, Philadelphia, PA

Ford Aerospace and Communications, Newport Beach, CA
General Dynamics, Pomona, CA

General Dynamics, Warren, MI

General Electric, Lynn, MA

General Electric, Moorestown, NJ

General Electric, Cincinnati, OH

Olin Corp., Lake City, MO

Rockwell International, Long Beach, CA

Tenneco, Newport News Shipbuilding and Drydock Co., Norfolk, VA
United Technologies, Sikorsky Aircraft Co., Stratford, CT
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AUDIT TEAM MEMBERS

Donald E. Reed, Director, Logistics Support Directorate
Charles F. Hoeger, Program Director
Joseph P. Golden, Project Manager
John W. Henry, Team Leader
Alexander L. McKay, Team Leader
John Yonaitis, Team Leader

Paul A. Hollister, Team Leader

John P. Ferrero, Auditor

Herman Tolbert, Auditor

Robert E. Schonewolf, Auditor

Wayne E. Brownewell, Auditor
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Gevernment-owned proper-y was stored under contracts that were
closed or completed. Cur review also showed that, contrary to DoD
policy issued in November 1986, "no-cost" storage agreements were
till in effect. The property was stored for long periods because of
a2 lack of continuing erzforcement of DoD’s policy on the timely
identification and diszcosition of excess property. As a result, the
Government incurred unnscessary storage costs. For the $286 million
of property on closed cr completed contracts, we estimated that the
storage costs charged to the Government would amount to about $28.6
rillion a year..

OASD(P&L) Response: Concur. Unneeded and/or excess property should be removed from
centracts expeditiously. There 's a need to eliminate "no-cost” storage agreements as rapidly
as possible, in compliance with  USD(A) property policy direction of November 1986. The
estimated cost avoidance of $28.6 million dollars a year is based on one contractor's estimate
that annual warehousing costs zre 10% of the acquisition cost of property. This percentage
appears high; however, ASD(P&L) does not have a better estimate. This is why the new policy
requires that storage agreemerxs be individually priced and directly funded. For the property
that is justified for retention, there is a need to understand actual storage costs.

Recommendations €.1 anc £.2.:

1. We recommend thzt the Assistant Secretary of Defense
(Production & Logistics; monitor the implementation of the
initiatives in the Novezber 1986 policy memorandum by requiring the
Military Departments arZ the Defense Logistics Agency periodically
inspect subordinate activities to ensure that decisions to continue
to store government prccerty are comprehensive and completely
cdocumented, plant clearznce actions are taken on unneeded property,
and no-cost storage agreements are eliminated.

OASD(P&L) Response : Concy. There is a need to monitor the implementation of the
USD(A) property policies. That is why the ASD(P&L) quarterly implementation tracking report
was established in June 1987. Further, it has been requested that the DoDIG perform a field
level audit of these policies to dziermine if they are being implemented. This auditis "
scheduled to begin in January 1230. ASD(P&L) will assess the above recommendation to
determine if a separate follow-up is necessary and appropriate without being duplicative.

2. Recommended that the Services and DLA review the government
property assigned to corntracts that were awarded before 1980,
initiate plant clearance actions on all unneeded Government property,

and, where appropriate, cetermine why contracts were closed before
government property was Zispositioned.

OASD(P&L) Response :  This recommendation was not directed to OASD(P&L). However, it
is noted that this recommendaticn is similar to policies within the USD(A) November 1986
policy memorandum, except for cstermining why contracts were closed.
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DEPARTMENT OF THE ARMY & .,
OFFICE OF THE ASSISTANT SECRETARY H !
US ARMY CONTRACTING SUPPORT AGENCY 'i "
WASHINGTON. DC 203100103 ‘l“ i
t""(md"l
REPLY TO
ATTENTION OF
SFRD-KF 1 2 DEC 1989

MEMORANDUM FOR DEPUTY ASSISTANT INSPECTOR GENERAL FOR AUDITING,
DEPARTMENT OF DEFENSE, 400 ARMY NAVY DRIVE,
ARLINGTON, VIRGINIA 22202

SUBJECT: Draft Report on the IG DoD Audit of Plant Clearance
Action on Government-Ovned Property in the Possession

of Defense Contractors (8SL-0063)

The Army concurs with recommendations A.1l, B.1l and C.2. A
memorandum to the Army Materiel Command requesting contract
administration activities to comply vith the recommendations will

be forvarded no later than 30 December 1989.

CHOLASéi/HU ST
Brigadief General, GS
Director, U.S. Army Contracting

Support Agency

CF:
SAIG-PA
SARD-2E
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_
O/
DEPARTMENT OF THE NAVY
THE ASSISTANT SECRETARY OF THE NAVY -
(SHIPBUILDING AND LOGISTICS)
WASHINGTON. DC 20360 S000

16 JAN 1990

MEMORANDUM FOR THE DIRECTOR, LOGISTICS SUPPORT DIRECTORATE,
DEPARTMENT OF DEFENSE INSPECTOR GENERAL

Subj: DRAFT REPORT ON THE AUDIT OF PLANT CLEARANCE ACTION ON
GOVERNMENT-OWNED PROPERTY IN THE POSSESSION OF DEFENSE
CONTRACTORS (PROJECT NO., 8SL-0063)

This is in response to your Draft Audit of Plant Clearance
Actions. Our comments on your recommendations are at TAB A.

e daertfok

FRANK W. SWOF
By Direction of the Secretary of the Navy

Copy to:
NAVINSGEN
NCB-53

TAB (A) - Navy Comments
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NAVY COMMENTS ON THEE RECOMMENDATIONS
IN DRAFT AUDIT 8SL-0063

Finding A.

Excess Government-owned property at contractor locations was not
screened and reutilized through the Contractor Inventory
Redistribution System (CIRS) as required by the Defense Federal
Acquisition Regulation Supplement (DFARS). This occurred because
Covernment plant clearance officers did not include all items of
excess inventory in the reutilization process; the Defense
Reutilization and Marketing Service (DRMS), the Government
activity responsible for the reutilization process, did not send
asset availability notifications to the appropriate Integrated
Materiel Managers (IMM); and some IMM's lacked adequate
procedures to review the asset nctifications. As a result, over
$143 million in excess Government-owned property was not reviewed
to fill supply system requirements. Based on our tests, we
estimated that about $21.5 million could have been recovered and
reutilized by DOD IMM's., Where IMM's did not review asset
availabilities, another $779,400 in excess inventory that could
have satisfied supply system requirements was not claimed.

Recommendation

We recommend that the Assistant Secretary of the Army (Research,
Development and Acquisition) and the Assistant Secretary of the
Navy (Shipbuilding and Logistics) require field contract
administration activities to follox the Defense Federal
Acquisition Regulation Supplement requirements and use the

Contractor Inventory Redistribution System in the plant clearance
process.

Comments

We concur that Government-owned property at some Navy contractor
locations was not screened and reutilized through the Contractor
Inventory Redistribution System (CIRS). This finding does not,
however, mean that excess material was not screened, disposed,
and reutilized, Supervisor of Shipbuilding, Conversion, and
Repair, USN (SUPSHIP) activities have not found CIRS to be
responsive to the plant clearance efforts for the type of excess
material found in shipbuilding programs, which includes a large
amount of material without National Stock Numbers (NSNs). In
lieu of CIRS, SUPSHIPs utilize other disposal programs, such as
the Consolidated Residual Asset Management Program (SCRAMP) and
the Intra-Fleet Supply Support Operations Team (ISSOT).

An example of the problem dealing with CIRS was presented by
SUPSHIP Pascagoula in 1981 where CIRS provided disposition of
only 15% of the line items submitted for disposal. ISSOT was
able to dispose of 72% of the items presented for céisposal.

Excess material was also removed from the contractor facility
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within 90 days, as opposed to an average of 135 days under CIRS.
Wwhen an item remains in a contractor facility, there is no
visibility of that item to the supply system, and storage costs
could result. Being able to dispose of an item increases the
possibility of reutilization.

SCRAMP is a NAVSEA program that deals with excess outfitting
material from contracts funded with Shipbuilding and Conversion,
Navy (new construction). This program, in FY89, satisfied
construction outfitting requirements at a cost savings of $4.8
million. The .program has provided an effective means of disposal
for SUPSHIPs dealing with new construction and outfitting.

We recognize this is not fully in accord with the DFARS
regulation. Action is underway to obtain authorization to
continue this effective method of plant clearance and
reutilization.

Finding B.

At eight of the nine field contract administration activities
visited, neither the plant clearance officer nor a designated
GCovernment representative verified the proceeds from contractor
conducted sales of Government-owned property, as required by the
Defense Federal Acquisition Regulation Supplement (DFARS). At
the eight locations, the value of proceeds not verified for the
twelve months ending December 1988 totaled $13 million. An
additional $4.3 million fram a contract termination action was
not verified., At one location, excess Government-owned property
was sold through a company run, retail store. Also, plant
clearance officers at three locations were not witnessing
contractor conducted sales of Government-owned property and, at
two locations, were not verifying contractor prepared inventory
schedules. Plant clearance officers were not verifying sales
proceeds and were not witnessing contractor ccnducted sales
because they were not aware of regulatory requirements to do so,
and they lacked the knowledge needed to trace accounting
transactions through contractors' accounting systems.
Consequently, there was no assurance that the proceeds due the
Government were received and properly accounted for,

Recommendation

We recommend that the Assistant Secretary of the Army (Research,
Development and Acquisition), the Assistant Secretary of the
Navy, (Shipbuilding and Logistics), the Assistant Secretary of
the Air Force (Acquisition), and the Director, Defense Logistics
Agency, provide plant clearance officers with the training
necessary to maintain property sales suspense records, verify
proceeds from sales of Government property, and instruct plant
clearances officers on the importance of witnessing sales and
verifying inventory schedules.
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Comments

Concur. We are addressing trhsse areas of concerrs at the NAVPRO
conference in January 1990. e will also forwarc a letter to all
contract administration offices on these topics.

Finding C

Government-owned property was Seing retained at contractor
locations for completed and c.csed contracts. Our review at nine
field contract administraticr activities discloseé that at one
location, over $31.5 millior iz Government-ownec property was
stored under 44 closed contréec:ts that dated back to the 1950°'s,
Further review of 60 additicrz. contracts that were identified in
DOD's property reports and th:z: were awarded during the 1960's
and 1970's showed that about 286 million in Government-owned
property was stored under cco:racts that had beer either closed
or completed. Our review als: showed that, contrary to DOD
policy issued in November 19fZ, "no-cost" storage agreements were
still in effect. The propertr was stored for long periods
because of a lack of continuing enforcement of DOD's policy on
the timely identification ané¢ disposition of excess property. As
a result, the Government inci-red unnecessary stcrage costs. For
the $286 million of property 2n closed or completed contracts, we
estimated that storage costs ctharged to the Government would
amount to about $28.6 millicr & year.

Recommendation

We recommend that the Assisten: Secretary of the Army (Research,
Development and Acquisition), the Assistant Secretary of the Navy
(shipbuilding and Logistics), the Assistant Secretary of the Air
Force (Acquisition), and the Zirector, Defense Logistics Agency
review the Government properti: assigned to contracts that were
awarded before 1980, initiate tlant clearance actions on all
unneeded Government property, a&nd, where appropriete, determine
why contracts were closed befcre the Government property was
dispositioned.

Comments

Concur. We will issue guidarce to our plant clearance officers
to initiate plant clearance &ction before closing contracts,

Although a few previous "no c¢sst" storage agreererts have not yet
expired, we are no longer issuing such agreements. We will add
this item as a "Special Interest Item" in the Procurement
Management Review (PMR) issues,
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DEPARTMENT OF THE AIR FORCE
WASHINGTON, D.C. 20330-1000

DEC. t 51988

OFFICE OF THE ASSISTANT SECRETARY

MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL FOR AUDITING
OFFICE OF THE INSPECTOR GENERAL

SUBJECT: Draft Report of Audit of Plant Clearance Action on
Government-Owned Property in the Possession of Defense
Contractors (Project No. 8SL-0063) (Your Memo, Oct 4,
1989) - INFORMATION MEMORANDUM

This is in reply to your memorandum for Assistant Secretary
of the Air Force (Financial Management and Comptroller) request-
ing comments on the subject report.

Regarding the estimated monetary benefits, we cannot concur
in the $22.3 million attributed to automating the excess
property reutilization system or the $28.6 million attributed to
prompt plant clearance and avoiding unnecessary storage costs.

Contractor Inventory Redistribution System (CIRS) is
already automated for Air Force Inventory Control Points, formal
screening procedures are already in place, and reutilization of
stock numbered items is consistent with DOD retention policy.
Another automated system will not increase our reutilization.

In addition, the $22.3 million estimate assumes that there was
no reutilization or there would have been none without using
CIRS. This was not substantiated.

The audit estimate of storage costs for property on
completed or closed contracts is $28.6 million and is based on a
single contractor’s estimate of storage costs (10% of acquisi-
tion cost of the property) Air Force experience is that stor-
age costs are a function of factors such as, the type of
property involved, the type of storage required, and whether the
storage is in a government or contractor facility. 1In addition,
the audit suggests that all the property identified ($286 mil-
lion) is being retained needlessly. This was not substantiated.
our continuing review of so-called no-cost storage agreements
indicates that roughly 50% of items reviewed are identified for
continued retention.

We appreciate the opportunity to provide the attached com-
ments. Our POC is Mr Eric Kattner, SAF/AQCM, at (202) 695-4982.

7 Y
/ '%/‘
<i:£;;x;LLL////' XL 3

DAN!EL S. RAK
1 Atch Deputy Assistant Secretary
Air Force Comments (Acquisition Management & Policy)
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Air Force Comments on
Plant Clearance Action on Government-Owned Property
in the Possession of Defense Contractors
(Project 8SL-0063)

Audit Finding JT.A.: Reutilizing Excess Government-Owned
Property: Excess Government-owned property at contractor loca-

tions was not screened and reutilized through the Contractor
Inventory Redistribution System (CIRS). Over $143 million in
excess government-owned property was not reviewed to fill supply
requirements because the asset availability notifications were
not sent to the appropriate Integrated Material Managers (IMM):

and some IMMs lacked adequate procedures to review the notifica-
tions.

Air Force Comment: The finding does not appear to apply to the
Air Force. Air Force Plant Representative Offices (AFPROs) use
the CIRS. In addition, Air Force Inventory Control Points
(ICPs) have a mechanized data system that receives all CIRS
notifications, for items managed by that ICP, and all notifica-

tions received are required to be processed accordlng to
established procedures.

Audit Recommendation. Part IXI.A. Recommendation #2: Recommend
that the Assistant Secretary of Defense (Production and
Logistics):

(a) Develop an automated plant clearance reutilization
process for reporting excess property at contractors’ locations
to facilitate the identification and recovery of property by
Integrated Material Managers.

(b) Require that formal procedures be developed for DOD
Integrated Material Managers to follow when reviewing Contractor

Redistribution System asset notifications of excess contractor
inventory.

Air Force Comment:

(a) Nonconcur. CIRS is an automated plant clearance
reutilization process currently in place at HQ Defense
Reutilization and Marketing Service (DRMS) for reporting items
assigned a National Stock Number (NSN) to ICPs/IMMs. It was
)01nt1y developed by the Defense Loglstlcs Agency (DLA) and the
Military Services and implemented in July 1978. The CIRS
automated system is similar to the system for reporting Front
End Screening/Final Asset Screening (FES/FAS) referrals of
excess assets located at the Defense Reutilization and Marketing
Offices (DRMOs) to ICPs/IMMs for reutilization screening. Air
Force ICPs and DLA IMMs receive the mechanized notifications
from the CIRS computer into mechanized data systems for process-
ing. CIRS is considered a workable system. DRMS advises that
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the deficiency of misdirecting CIRS notifications has been cor-
rected. Developing a new automated system will not guarantee
that assets will be screened better than under the current
system. Complete participation by all activities is the key for
CIRS or any system to work.

(b) Concur with intent. DOD Directive 4100.37, Retention
and Transfer of Material Assets, contains DOD guidance as to
retention limits for retalnlng assets in the inventory. Air
Force gu1dance is to requlsltlon only those excess contractor
items requlred .to fill firm requirements within the established
retention limits.

Audit Finding I1.B.: Verifying Proceeds from Sales of
Government-Owned Property: At eight of nine activities visited,
neither the plant clearance officer (PLCO) nor a designated
government representative verified the proceeds from contractor
conducted sales of government-owned property. All nine PLCOs
were not maintaining suspense records of proceeds due from sales
of government—owned property. PLCOs at three locations were not
witnessing contractor conducted sales of government-owned
property and at two locations were not verifying contractor
prepared inventory schedules. PLCOs were not verifying sales
proceeds and were not witnessing contractor conducted sales
because they were not aware of regulatory requirements to do so,
or they lacked the knowledge needed to trace accounting trans-
actions through contractors’ accounting systems.

Air Force Comment: Concur with the finding that suspense
records were not being maintained. The remaining parts of the
finding do not appear to pertain to the Air Force.

The audit report said the AFPRO at Boeing did not maintain
suspense records of proceeds due from sales of government-owned
property. Boeing only conducts sales of commingled scrap with
proceeds being credited to overhead accounts. The remainder of
government property to be sold at that location is transferred
to the DRMO who holds the sale. Proceeds received from the DRMO
sale are absorbed by the DRMO and not returned to the AFPRO. An
agreement has been reached with Defense Contract Audit Agency
(DCAR) to verify accreditation of proceeds from scrap sales at
Boeing. DCAA furnishes documentation of their verification of
the scrap sale proceeds at Boeing on an annual basis.

Therefore, there is no need for the AFPRO at Boeing to maintain
a suspense record. However, Air Force Systems Command (AFSC)
intends to strengthen its instructions to PLCOs on maintaining
suspense records. Contract Management Division (CMD) Pamphlet
78-2, "Guide to Plant Clearance," instructs PLCOs to maintain a
separate record on contractor conducted sales of government-
owned property. The pamphlet states that the record should
contain all correspondence on the sale and crediting of
proceeds. It does not make it clear that the record should be a
suspense record. Therefore, the PLCO recertification course
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material and CMD Pamphlet 78-2 will be amended to include
spec1f1c instructions for maintaining a suspense record. The
instructions will say that the record is to be kept open until
documentation is received showing the proceeds have been
credited to the proper account. A letter will be sent to AFPRO
PLCOs by Dec 15, 1989, 1nform1ng them of the impending chance to
CMD Pamphlet 78-2. The recertification course material and
Pamphlet 78-2 will be amended by Feb 28, 1990.

Chapter 13 of CMD Pamphlet 78-2 gives instructions on
crediting proceeds for sale of government-owned property. CMD
recently conducted a survey of the AFPROs to see that they were
following the procedures given in Pamphlet 78-2. The survey
results are currently under review. If the review indicates
that guidance is needed, the AFPROs will be referred to Pamphlet
78-2.

The AFPRO PLCOs are reminded to verify contractor 1nver~ory
schedules and to witness contractor sale of government-owned
property through the PLCO recertification course and through CMD
Pamphlet 78-2. CMD PLCOs are required to take the recertifica-
tion course every three years.

Audit Recommendation. Part I1.B. Recommendation #1: Recoraend
that the Assistant Secretary of the Army (Research, Developrent
and Acquisition), the Assistant Secretary of the Navy, (Produc-
tion and Logistics), the Assistant Secretary of the Air Force
(Acquisition), and the Dlrector, Defense Logistics Agency,
provide PLCOs with the training necessary to maintain property
sales suspense records, verify proceeds from sales of goverrnczent
property, and instruct PLCOs on the importance of witnessing
sales and verifying inventory schedules.

Air Force Comment. Partially concur. All these functions are
required by regulation. Once the CMD Pamphlet 78-2 and the >LCO
training course material are revised (revisions scheduled toc be
completed by Feb 28, 1990), the AFPRO PLCOs will have the train-
ing instructions available on all the mentioned functions.

However, the report indicates that the PLCOs should receive
sufficient training in accountlng that they can follow trans-
actions through a contractor’s complex financial accounting
system. This is not practical; it takes extensive education in
accounting to review some of these systems. If a PLCO requires
assistance to review how proceeds were credited, a DCAA auditor
should be contacted.

The DCAA Contract Audit Manual, 14-404.2, "Related Contract
Audit Functions", recognizes the distinction between the duties
of the auditor and the property personnel. Accordlng to the
manual, "“The contract auditor and the property administrator
have certaln related responsibilities for government property in
the possession of contractors. As a generalization, the
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contract auditor is primarily concerned with contractors’
financial records and controls of government property.... The
property administrator, on the other hand, is primarily
concerned with contractors’ property records and controls
related to the physical existence, custody, ra2intenance,...."

Audit Finding. Part II.C. Incurring Unnecessary Storage Costs.
GCovernment-owned property was being retainedé 2t contractor loca-
tions for physically completed and closed coniracts. No-cost
storage agreements were still in effect. The property was
stored for long perlods because of a lack of oontlnulng enforce-

ment of DOD’s policy on the timely identificztion and disposi-
tion of excess property.

Air Force Comment: Partially concur. The recort identified two
AFPRO-administered contracts as physically c:-pleted and one as
closed with open property issues. Contract ¥:4701~-71-C-0131 was
identified as closed, when in fact it is physically completed.
The report suggests that hav1ng property acccuntable to
physically complete contracts is inappropriate. We disagree; a
contractor is under no obligation to report c*operty for
disposition until it is no longer needed on tze contract or, in
some cases, when the contract is physically :nplete. Two of
the identified contracts, F04701-71-C-0131 ard F33657-75-C-0310,
have not experienced any significant delays in property disposi-
tion. Contract N00019-77-C-0187 has experienced delays and the
AFPRO administering N00019-77-C-0187 has been instructed to be
more aggressive in its efforts to clear the property.

Air Force implementation of the USD(A) =—smorandum dated
Nov 25, 1986, included plans to phase out existing no-cost stor-
age agreements and to instruct activities nct to enter into any
additional no-cost agreements. Such instructions were placed in
the Air Force Federal Acquisition Regulation Supplement until a
Defense Federal Acquisition Regulation Supple-snt change was
published in Defense Acquisition Circular 88-:.

Timely identification and disposition of excess property is
continually stressed to our AFPRO PLCOs through the PLCO

recertification course and through all property conferences and
seminars.

Audit Recommendation. Part II.C. Recommendation #1: Recommend
that the Assistant Secretary of Defense (Proc_ctlon and
Logistics) monitor the 1mp1ementatlon of the :nitiatives in the
Nov 1986 policy memorandum by requiring the "-lltary Departments
and the Defense Logistics Agency to periodicelly inspect
subordinate activities to ensure that decisicns to continue to
store government property are comprehensive and completely
documented, plant clearance actions are takern on unneeded
property, and no-cost storage agreements are eliminated.
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Air Force Comment: Concur with intent. AFSC provided for conr-
mand inspection of certain actions regarding 1mp1ementatlon of
the USD(A) memorandum dated Nov 25, 1986. In addition, we
continue to track AFSC and AFIC actlons and report status
quarterly to OSD including information on the phase out of so-
called no-cost storage agreements.

Audit Recommendation. Part II.C. Recommendation 2: Recommend
that the Assistant Secretary of the Army (Research, Development
and Acqulsltlon), the Assistant Secretary of the Navy (Shlp—
bujilding and Logistics), the Assistant Secretary of the Air
Force (Acquisition), and the Director, Defense Logistics Agency
review the government property assigned to contracts that were
awarded before 1980, initiate plant clearance actions on all
unneeded government property, and, where appropriate, determine
why contracts were closed before the government property was
dispositioned.

Air Force Comment. Nonconcur. To review all contracts with
property awarded before 1980 would not be productive in view of
the extensive review of contracts to identify excess which was
conducted pursuant to the USD(A) memorandum dated Nov 25, 1986.
In addition, since 1986, renewed emphasis has been placed on the
importance of timely identification and disposition of excess
property. Of the Air Force administered contracts reviewed,
only one (N00019-77-C-0187) has experienced plant clearance
delays. The AFPRO has been instructed to be more aggressive in
its efforts to plant clear the property.
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N REPLY
REFERTO

R (_’S'l'\"q

DEFENSE LOGISTICS AGENCY & .
MEADQUARTERS 1

CAMERON STATION % i

ALEXANDRIA, VIRGINIA 22304-6100 3 i

S o
07 DEC 1989

DLA-CI

VEMORANDUM FOR 2SSISTANT INSPECTOR GENERAL FOR AUDITING,
DEPARTNZXT OF DEFENSE

SUBJECT: Draft Zeport c- *he Audit of Plant Clearance Action
on Government-_wned Property in the Possession of
Defensez Contrz:s-ors (Project No. 8SL-0063)

-

‘» vresponse to v:ur memcr:zncdum dated 4 Octcber 1989, enclosed
are our comments to the Zraft report.

FOR THE DIRECTOEK:

/

8 Encl STEFHEN ADA, 5
Acting Chie
Internal Review Division
Office of Comptroller
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SUMMARY OF POTENTIAL MONETARY AND OTHER

Recommendation
Reference

Recommendation
A.2.

Recommendation
c.l.

BENEFITS RESULTING FROM AUDIT

Description of
Benefit

Economy and Efficiency.
Automating the plant

~ clearance retuilization

process, Contractor
Inventory Redistribution
System (CIRS) and
developing formal
procedures for DoD
Integrated Materiel
Managers to identify
and recover needed
materiel from excess
property at contractor
locations.

Economy and Efficiency.
Avoiding unnecessary
storage costs by reviews
of stored property and
ensuring that plant
clearance actions are
taken on unneeded
property.

59

Amount and/or Type

of Benefit
Revised estimate of
$17.3 million based on
Assistant Secretary of
Defense (Production and
Logistics) response to
report. Original estimated
Cost avoidance of
$22.3 million. Specific
program elements cannot
be identified. (1) An
estimated $6.8 million
(recurring) could have
been recovered at the
four locations included use
in the audit that did not
CIRS. (2) An estimated
$14.7 million (recurring)
could have been recovered
by automating the program
and eliminating the problem
of transmissions to the
wrong Integrated Materiel
Manager. (3; A one-time
cost avoidance of $779,400
for excesses that would
have been recovered by the
Integrated Materiel
Managers if appropriate
procedures had been
developed and needed items
requisitioned.

Estimated cost avoidance

of $28.6 million.

Specific program

elements cannot be
identified. Recurring

cost avoidance could be
achieved by avoiding
unnecessary storage

costs. Audit identified
$286 million of property
stored at contractors'
locations and identified to
closed and completed
contracts. Storage costs
not generally available for
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SUMMARY OF POTENTIAL MONETARY AND OTHER
BENEFITS RESULTING FROM AUDIT (continued)

Recommendation Description of Amount and/or Type
Reference Benefit of Benefit

"Recommendation Government pfoperty at

cC.l. contractor locations.

Estimated storage cost of
10 percent of acquisition
value determined by one
contractor included in
audit scope.
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ACTIVITIES VISITED OR CONTACTED

Office of the Secretary of Defense

Office of the Assistant Secretary of Defense (Production and
- Logistics), Washington, DC

Department of the Army

Office of the Assistant Secretary of the Army (Research,
Development and Acquisition), Washington, DC

Army Materiel Command, Alexandria, VA

Army Armament, Munitions and Chemical Command, Rock Island, IL

Army Tank-Automotive Command, Warren, MI

Army Tank Plant, Warren, MI (General Dynamics)

Army Ammunition Plant, Lake City, MO (Olin Corp.)

Army Plant Representative Office, Philadelphia, PA (Boeing-Vertol
Helicopters)

Army Communications-Electronics Command, Fort Monmouth, NJ

Army Directorate of Management Information Systems,
Fort Monmouth, NJ

Army Aviation Systems Command, St. Louis, MO

Department of the Navy

Office of the Assistant Secretary of the Navy (Shipbuilding
and Logistics), Washington, DC

Naval Sea Systems Command, Washington, DC

Naval Air Systems Command, Washington, DC

Naval Supply Systems Command, Washington, DC

Fitting Out And Supply Support Assistance Center, Norfolk, VA

Intra-Fleet Supply Support Operations Team, Norfolk, VA

Supervisor of Shipbuilding, Conversion and Repair, Newport News,
VA (Newport News S&DDC)

Navy Plant Representative Office, Stratford, CT (Sikorsky)

Navy Plant Representative Office, Lynn, MA (General Electric)

Navy Plant Representative Office, Pomona, CA (General Dynamics)

Navy Aviation Supply Office, Philadelphia, PA

Navy Ships Parts Control Center, Mechanicsburg, PA

Naval Publications and Forms Center, Philadelphia, PA

Department of the Air Force

Office of the Assistant Secretary of the Air Force (Acquisition),
Washington, DC
Air Force Logistics Command, Wright-Patterson Air Force Base, OH
Air Force Contract Management Division,
Kirtland Air Force Base, NM
Air Force Plant Representative Office, Seattle, WA (Boeing)
Air Force Plant Representative Office, Cincinnati, OH
(General Electric)
Air Force Logistics Center, Hill Air Force Base, Ogden, UT
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